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SUMMARY   OF   RECOMMENDATIONS 

This   listing   serves  as  a  means  of  summarizing   the  recommendations 
contained   in   the   report  and  the  audited  agency's   reply. 


Recommendation   #1 

The  department  update  the  automated  account 
receivable  system  to  produce  reports  which 
eliminate  the  need   for  manual   records. 

Agency   Response:      Concur.      See  page  30. 

Recommendation   #2 

The  department  combine  accounting   functions 

under  the  Centralized  Services   Division. 

Agency   Response:      Concur.      See  page  30. 

Recommendation   #3 

The  department  ensure  water  contract  pay- 
ments are  made  to  FHA  on  time. 

Agency   Response:      Concur.      See  page  31. 

Recommendation   #4 

The  department  account   for   revenue  sources 

that  are   restricted   to  expenditures   for 

specific  purposes   in   the  special   revenue 

fund. 

Agency   Response:      Concur.      See  page  31. 

Recommendation  #5 
The  department: 

A.  Record   long-term  liabilities   in  a   long- 
term  debt  account  group. 

Agency   Response:      Concur.      See  page  31. 

B.  Comply   with  the  bond   indenture  by 
establishing  and  accounting   for  water 
conservation   bond   principal  and   inter- 
est payments   in  a  debt  service  fund. 

Agency   Response:      Concur.      See  page  31. 
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SUMMARY   OF   RECOMMENDATIONS    (Continued) 

Page 

Recommendation   #6 

A-!       The  department  establish   procedures 

to  forecast  cash   needs.  9 

Agency   Response:      Concur.      See  page  32. 

B.       The  Department  of  Administration   process 
inter-entity   loans   in  accordance  with 
the  criteria   specified   in   section   17-2-107, 
MCA.  9 

Department  of  Administration   Response:      Concur.      See  page  33. 

Recommendation   #7 

The  department  comply  with  state   law  and 

notify   the  Surplus   Property   Bureau  of  the 

potential   disposal   of  items.  10 

Agency   Response:      Concur.      See  page  32 

Recommendation    #8 

The  department  revise  its  procedures  to 

charge  federal  grants  for   leave  benefits 

earned   by  employees  while  working  on  grants.  11 

Agency   Response:      Concur.      See  page  32. 
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INTRODUCTION 

We  performed  a  financial  compliance  audit  of  the  Montana 
Department  of  Natural  Resources  and  Conservation  for  the  two 
fiscal  years  ended  June  30,  1984.  The  objectives  of  the  audit 
were  to:  (1)  determine  if  the  department's  financial  schedules 
present  fairly  the  results  of  operations  for  the  two  fiscal  years 
ended  June  30,  1984;  (2)  determine  if  the  department  complied 
with  applicable  laws  and  regulations;  and  (3)  make  recommenda- 
tions for  the  improvement  in  the  management  and  internal  controls 
of  the  department. 

This  report  contains  eight  recommendations  to  the  department. 
These  recommendations  address  areas  where  the  department  can 
improve  management,  internal  control,  financial  reporting,  and 
compliance  with  laws  and  regulations.  Other  areas  of  concern 
deemed  not  to  have  a  significant  effect  on  the  successful  opera- 
tions of  the  department  programs  are  not  specifically  included  in 
the   report,    but  have  been  discussed   with  management. 

In  accordance  with  section  5-13-307,  MCA,  we  analyzed  the 
cost  of  implementing  the  recommendations  contained  in  this  report. 
Each  report  section  discloses  the  cost,  if  significant,  of  implement- 
ing  the  recommendation. 

We  thank  the  department  director  and  his  staff  for  their 
cooperation  and  assistance  during  our  audit. 

BACKGROUND 

The  Legislature  created  the  Department  of  Natural  Resources 
and  Conservation  with  the  Executive  Reorganization  Act  of  1971. 
The  department  develops,  manages,  and  regulates  Montana's  natu- 
ral resources.  A  seven-member  Board  of  Natural  Resources  and 
Conservation  advises  the  director  and  has  final  authority  in  such 
areas  as  conservation  district  boundaries,  water  reservation  system 
regulations,  floodplain  development,  and  energy  plant  certifica- 
tions. The  Oil  and  Gas  Division,  attached  to  the  department  for 
administrative  purposes,  is  directed  by  the  seven-member  Board  of 
Oil  and  Gas  Conservation. 


The     department     has  five     major     programs:      (1)   centralized 

services,     (2)   oil    and    gas  regulation,     (3)   conservation    districts, 

(4)    water      resources      and  planning,      and      (5)    energy      planning. 

The  department   had   252.80  authorized   full-time  equivalent    positions 
during   fiscal   year   1983-84. 

WATER    PROJECTS 
General 

The  Legislature  created  the  State  Water  Conservation  Board  in 
1933.  The  board  was  charged  with  the  coordination,  construction, 
operation,  and  maintenance  of  a  statewide  system  of  water  proj- 
ects. The  board  designed  these  projects  to  conserve,  develop, 
store,  distribute,  and  utilize  the  water  of  the  state.  The  projects 
provide  irrigation,  flood  control,  fire  protection,  fish  and  wildlife 
habitat,    recreation,   and  other  domestic  and   industrial   uses. 

Presently  the  department  administers  33  active  water  projects. 
Of  the  33  projects,  17  were  financed  primarily  through  the  sale  of 
revenue  bonds  issued  by  the  state.  The  state  is  not  obligated  to 
pay  the  bonds  or  interest  except  from  the  special  revenue  fund 
where  proceeds  from  project  water  sales  are  deposited.  The 
remaining  16  projects  were  financed  with  both  state  and  federal 
funds.  The  department  contracts  with  local  water  user  associa- 
tions to   recover  the  state   investment  in  these  projects. 

The  following  three  sections  discuss  problems  we  found  in  the 
administration  of  water  projects.  Each  of  these  problems  was 
included   in  our  previous   report  on  the  department. 

Accounts   Receivable 

The  Engineering  Bureau  maintains  billing  records  of  the  water 
projects  for  the  water  user  associations.  These  records  reflect  the 
receivable  balances  owed  by  each  water  association  to  the  depart- 
ment and  the  individual  water  users  to  the  associations.  The 
bureau  bills  the  individual  for  water  use.  These  water  users  pay 
their  association  based  on  the  billing.  The  association  retains  the 
operation  and  maintenance  portion  of  the  payment  forwarding  the 
water  contract  payment  to  the  bureau. 


These  payments  are  recorded  on  an  automated  account  receiv- 
able system  in  the  Engineering  Bureau.  We  noted  the  automated 
system  does  not  keep  historical  data  of  payments  received.  As  a 
result,  the  accountant  in  the  Engineering  Bureau  keeps  detailed 
duplicate  manual  records  of  the  accounts  receivable  billings,  pay- 
ments,  and  water  contract  principal. 

The  department  should  reprogram  the  automated  system  to 
produce  reports  which  eliminate  the  need  for  manual  records.  The 
department  may  incur  some  cost  associated  with  the  programming  of 
the  automated  system.  We  believe  the  additional  cost  will  be  offset 
by  the  savings  realized  when  the  department  eliminates  the  dupli- 
cate manual    records.      This  was   noted   in   the   prior  audit   report. 

RECOMMENDATION    #1 


WE  RECOMMEND  THE  DEPARTMENT  UPDATE  THE  AUTO- 
MATED ACCOUNT  RECEIVABLE  SYSTEM  TO  PRODUCE  RE- 
PORTS WHICH  ELIMINATE  THE  NEED  FOR  MANUAL 
RECORDS. 


Accounting    Functions 

The  Engineering  Bureau  accountant  summarizes  water  account 
information  and  forwards  it  to  the  Centralized  Services  Division 
accountant  for  posting  on  the  state  accounting  system.  During 
our  audit  testing,  we  noted  the  following  three  instances  where  the 
Engineering  Bureau,  due  to  human  error,  forwarded  inaccurate 
amounts  for  posting   to  the  state  accounting   system: 

1 .  One  Water  User's  Association  receivable  was  overstated  on  the 
state  accounting  system  by  $272,145  at  June  30,  1984.  This 
resulted  from  the  Engineering  Bureau  including  $287,580  in 
the  receivable  balance  which  should  have  been  written  off  in 
accordance  with  contractual  agreements  and  the  Engineering 
Bureau  reducing  the  receivable  balance  by  $15,435  based 
upon  receipts  collected  by  the  water  user's  association  but 
not  yet  transferred   to  the  department. 

2.  The  Engineering  Division  did  not  forward  all  information  to 
Centralized  Services  understating  various  water  purchase 
contracts   by   $37,624  at  June   30,    1984. 


3.      Repayment    contract    receivables    are    overstated    on    the    states 
accounting   system  by   $11,925   at  June  30,    1984.      The  Engineer- 
ing  Bureau   failed   to  inform  Centralized   Services   to   reduce    the 
balance  for   receipts  collected   by   the  department. 


As  noted  in  the  previous  section,  the  Engineering  Bureau 
accountant  and  his  staff  keep  duplicate  manual  records  of  the 
water  user  accounts  receivable.  In  addition,  the  Engineering 
Bureau  keeps  manual  records  for  water  projects  which  are  also 
recorded  on  the  statewide  accounting  system  by  the  Centralized 
Services  Division.  One  of  the  responsibilities  of  the  department's 
Centralized  Services  Division  is  the  accounting  function.  The 
department  should  review  the  necessity  of  having  an  accounting 
function  within  the  Engineering  Bureau.  Combining  the  accounting 
functions  into  one  division  should  result  in  more  accurate  reporting 
and  avoid  duplicate   record   keeping   as   noted   in   the  prior   report. 

RECOMMENDATION    #2 

WE    RECOMMEND    THE    DEPARTMENT    COMBINE    ACCOUNTING 

FUNCTIONS   UNDER   THE   CENTRALIZED   SERVICES   DIVISION. 


Federal   Debt   Payments 

The  department  did  not  comply  with  the  provision  in  the 
water  project  contracts  which  reguires  payment  to  the  Farmers 
Home  Administration  (FHA)  by  January  1  of  each  year.  The 
department  is  considered  delinguent  when  payment  is  not  made  by 
Januarv  1st.  We  noted  two  instances  where  the  department  made 
late  payments  to  the  FHA  for  debt  related  to  water  purchase 
contracts.  Payments  due  on  January  1st  of  the  respective  years 
were  made  by  the  department  in  January  of  1983  and  in  March  of 
1984. 

Department  personnel  stated  payments  were  late  because  the 
water  user  association  is  often  delinquent  in  submitting  its  pay- 
ments. The  contract  between  the  FHA  and  the  department  requires 
that  the  department  properly  administer  the  provisions  of  the 
agreement.       This    includes    ensuring    the    payments    for    the    water 


contracts    are    made    to    the    FHA    in    compliance    with    the    contract 
agreement. 

RECOMMENDATION  #3 

WE   RECOMMEND   THE   DEPARTMENT   ENSURE   WATER 

CONTRACT  PAYMENTS  ARE  MADE  TO  FHA  ON  TIME. 


IMPROPER  USE  OF  AGENCY  FUND 

The  department  received  funds  during  fiscal  year  1983-84  to 
conduct  a  study  for  the  Northwest  Power  Planning  Council.  The 
department  improperly  accounted  for  the  revenue  and  expenditures 
of  this  study  in  an  agency  fund.  State  policy  defines  an  agency 
fund  as  one  that  accounts  for  "assets  held  by  a  governmental 
unit  ...  as  an  agent  for  individuals,  private  organizations,  other 
governmental  units,  and/or  other  funds."  Since  costs  associated 
with  the  study  are  operating  costs  of  the  state,  the  department 
should  have  accounted  for  the  activity  in  a  special  revenue  fund. 
Special  revenue  funds  are  used  to  account  for  revenue  sources 
that  are  restricted  to  expenditures   for  specified   purposes. 

Supporting  documentation  indicated  the  Council  wanted  the 
study  completed  as  soon  as  possible.  According  to  department 
officials,  the  department  did  not  have  sufficient  time  available  to 
obtain  a  budget  amendment  to  increase  expenditure  authority  in 
the  special  revenue  fund.  After  discussion  with  Office  of  Budget 
and  Program  Planning  personnel,  the  department  used  an  agency 
fund  to  account  for  the  money.  This  decision  was  made  because  it 
was  believed  total  state  expenditures  would  not  be  increased  as  the 
study  was  originally  part  of  a  work  plan  for  the  Northwest  Power 
Planning  Council.  It  was  included  as  part  of  the  appropriation  to 
the  Governor's  Office. 

Use  of  an  agency  fund  allows  the  department  to  spend  money 
without  appropriation  authority  from  the  Legislature.  The  depart- 
ment should  record  revenue  sources  that  are  restricted  to  expendi- 
tures for  specific  purposes  in  the  special  revenue  fund.  As  a 
result  of  the  method   used   by   the  department  to   record  the  activity. 


revenue  and  expenditures  are  overstated  by  $13,201  in  the  agency 
fund  and  understated  by  the  same  amount  in  the  special  revenue 
fund. 

RECOMMENDATION    #4 

WE  RECOMMEND  THE  DEPARTMENT  ACCOUNT  FOR  REVENUE 
SOURCES  THAT  ARE  RESTRICTED  TO  EXPENDITURES  FOR 
SPECIFIC   PURPOSES    IN   THE   SPECIAL   REVENUE    FUND. 


LONG-TERM   DEBT 

During  the  years  1971  through  1976  the  department  sold  four 
water  conservation  revenue  bond  issues,  totalling  $534,000,  to  the 
Farmers  Home  Administration.  The  money  was  then  loaned  to  four 
water  user's  associations.  The  department  collects  money  from  the 
water  user's  associations  which  is  used  to  retire  the  debt  owed  on 
the  bonds.  The  department  is  primarily  liable  to  repay  the  debt 
from  water  users  proceeds. 

The  department  improperly  accounts  for  these  water  conserva- 
tion revenue  bonds  in  an  agency  fund  as  loans  due  to  the  federal 
government.  The  instruments  were  issued  pursuant  to  section 
85-1-301,  MCA,  and  accordingly  should  be  classified  as  bonds  pay- 
able. Because  the  issuance  does  not  create  a  general  obligation  of 
the  state  but  instead  is  a  debt  of  the  department,  the  department 
should  establish  a  long-term  debt  group  of  accounts  to  record  the 
principal  outstanding  on  the  debt.  As  specified  in  the  bond 
agreement  the  department  should  establish  a  debt  service  fund  to 
account  for  the  annual  principal  and  interest  payments  on  the 
long-term  obligations  rather  than  accounting  for  the  payments  in 
the  agency  fund. 

In  addition  to  the  bonds  noted  above,  the  department  improp- 
erly accounts  for  the  liability  for  funds  loaned  to  the  department 
by  the  federal  government  to  finance  a  rehabilitation  project  in  the 
special  revenue  fund.  The  department  collects  the  money  that  is 
used  to  repay  the  loan  to  the  federal  government  from  the  water 
user.      The   water   user    is    primarily    liable   to    repay    the    loan,    with 


the  department  liable  in  the  event  of  default.  The  department 
should  record  the  outstanding  loan  amount  in  the  long-term  debt 
account  group. 

The   department  also   has   a    limited   obligation    bond   outstanding 
which    was    used    to    fund   a    water    project.      The   department   did    not 
record  the  bond  principal  outstanding   in   the  long-term  debt  account 
group.      The  outstanding   balance  at  June  30,    1981   was   $2,500. 

As  a  result  of  the  accounting  treatments  discussed  above  the 
following    (understatements)   overstatements  were  noted. 

Special  Debt 

Long-Term  Revenue  Service  Agency 

Debt   Group  Fund  Fund  Fund 

Account 
At   June    30,    1984: 
Bonds   Payable  $    ("447,441) 

Long-Term  Notes   Payable      (1,325,097) 
Fund    Balance    at    June    30, 

1984  $(1,325,097) 

Due    to   Federal    Gov.  1,325,097  $450,973 

Fiscal  Years    1983    &    1984: 
Expenditures  $(28,314) 

Revenue  (28,314) 

The  department  should  record  long-term  liabilities  in  the 
long-term  debt  account  group  and  also  comply  with  the  bond 
indenture. 

RECOMMENDATION    #5 

WE   RECOMMEND   THE   DEPARTMENT: 

A.  RECORD  LONG-TERM  LIABILITIES  IN  A  LONG-TERM 
DEBT   ACCOUNT   GROUP. 

B.  COMPLY  WITH  THE  BOND  INDENTURE  BY  ESTABLISH- 
ING AND  ACCOUNTING  FOR  WATER  CONSERVATION 
BOND  PRINCIPAL  AND  INTEREST  PAYMENTS  IN  A 
DEBT   SERVICE   FUND. 


STATE   COMPLIANCE 

Due  to  the  number  of  state  laws  to  which  the  department  is 
subject,  we  determined  we  could  not  efficiently  test  compliance 
with  all  laws  in  each  audit.  We  developed  a  rotating  schedule  for 
testing  the  department's  compliance  with  the  specific  statutes  every 
six  years  or  as  specific  need  arises.  In  this  audit  we  reviewed 
compliance  with  the  statutes  relating  to  conservation  and  grazing 
districts,  renewable  resource  development,  flood  plain  and  floodway 
management,  soil  survey  and  mapping,  and  general  administration. 
We  noted  instances  of  non-compliance  relating  to  the  processing  of 
inter-entity  loans,  the  notification  of  the  Surplus  Property  Bureau 
prior  to  equipment  disposal  and  the  improper  use  of  agency  funds. 
These  items  are  discussed  below,  except  for  the  improper  use  of 
agency  funds  which  was  discussed  on  page  5.  Except  for  the 
instances  of  noncompliance  discussed  in  this  report,  the  depart- 
ment complied  with  the  terms  and  provisions  of  laws  and  regula- 
tions for  the  transactions  tested.  Nothing  came  to  our  attention  in 
connection  with  our  examination  that  caused  us  to  believe  the 
department  was  not  in  compliance  for  those  items  not  tested. 

Inter-Entity   Loan 

The  department  reported  an  $18,698  inter-entity  loan  on  the 
state  accounting  system  at  June  30,  1984.  The  department  initi- 
ated the  loan  during  the  fiscal  year-end  period  to  correct  a  nega- 
tive cash  balance,  which  resulted  when  the  department  made  a 
correcting  entry  to  transfer  origination  fees  for  water  development 
loans.  This  correcting  entry  was  made  to  correctly  state  revenues 
and  appropriation  balances.  Cash  was  not  available  in  the  account 
because  the  department  had  the  cash  invested  through  the  Board 
of  Investments. 

Section  17-2-107(2),  MCA,  provides  for  inter-entity  loans. 
This  statute  states  all  inter-entity  loans  must  be  approved  by  the 
Department  of  Administration  and  repaid  by  fiscal  year-end.  It 
further  states  approval  should  only  be  granted  provided  there  is 
reasonable     evidence     the     income     provided     for     the     remainder     of 


the  fiscal  year  will  be  sufficient  to  restore  the  amount  transferred. 
No  such  evidence  was  available  as  the  loan  was  to  be  repaid  using 
cash  receipts  generated  by  the  sale  of  the  investments  during  July 
of  fiscal  year  1985.  Even  though  the  Department  of  Administration 
did  not  approve  the  loan,  it  did  process  the  loan  in  order  to 
correct  the  negative  cash  balance  on  the  state  accounting  system. 
Conseguently,  the  loan  was  extended  into  the  next  fiscal  year. 
The  loan   was   repaid  at  the  end  of  July  of  fiscal   year   1985. 

Section  17-2-107(3),  MCA,  identifies  specific  instances  in 
which  the  Department  of  Administration  may  extend  an  inter-entity 
loan  into  the  next  fiscal  year.  Only  loans  meeting  the  criteria 
specified   in   section    17-2-107,    MCA,    should   be   processed. 

RECOMMENDATION    #6 
WE   RECOMMEND   THE: 

A.  DEPARTMENT  ESTABLISH  PROCEDURES  TO  FORECAST 
CASH    MEEDS. 

B.  DEPARTMENT  OF  ADMINISTRATION  PROCESS  INTER- 
FNTITY  LOANS  IN  ACCORDANCE  WITH  THE  CRITERIA 
SPECIFIED    IN    SECTION    17-2-107,    MCA. 


Surplus   Property 

Section  18-6-101,  MCA,  states  Department  of  Administration, 
Surplus  Property  Bureau,  has  the  exclusive  power  to  sell  or 
otherwise  dispose  of  equipment  no  longer  needed  by  a  state  agency. 
During  our  testing  of  equipment  deletions  for  fiscal  years  1983  and 
1981,  we  found  three  instances  out  of  five  tested  where  Surplus 
Property  was  not  notified  prior  to  the  item  being  deleted  from  the 
records.  All  of  the  items  were  traded  for  new  property  without 
Surplus  Property  approval.  The  department  should  comply  with 
state  law  and  notify  the  Surplus  Property  Bureau  of  the  potential 
disposal  of  items. 


RECOMMENDATION    #7 

WE  RECOMMEND  THE  DEPARTMENT  COMPLY  WITH  STATE 
LAW  AND  NOTIFY  THE  SURPLUS  PROPERTY  BUREAU  OF 
THE   POTENTIAL  DISPOSAL  OF    ITEMS. 


FEDERAL  COMPLIANCE 

Our  audit  of  federal  moneys  was  performed  in  accordance  with 
the  requirements  of  OMB  "Circular  A-T02,  Attachment  P."  This 
circular  provides  for  independent  audits  of  financial  operations, 
including   compliance  with   certain   federal   laws  and    regulations. 

The  Department  of  Natural  Resources  and  Conservation  received 
federal  funds  from  the  federal  agencies  listed  on  page  28.  We 
reviewed  major  compliance  areas  for  selected  grants.  Areas 
reviewed  include  specific  grant  provisions,  cost  allowability  and 
grant  reporting.  It  is  our  opinion  that  the  deficiency  noted  did 
not  significantly  affect  the  successful  operations  of  the  programs 
or  the  allowability  of  costs  in  conformity  with  program  regulations. 
Nothing  came  to  our  attention  that  causes  us  to  believe  untested 
compliance  issues  are  not  in  accordance  with  applicable  laws  and 
regulations. 

Leave   Benefits 

The  department  can  charge  federal  grants  for  leave  benefits 
accrued    by    employees    working    on    federal    grant    projects.  The 

department  prorates  the  hours  of  leave  taken  by  an  employee 
during  a  pay  period  to  a  grant  based  upon  the  percentage  of 
actual  hours  charged  on  the  grant  in  that  pay  period  to  total 
hours  worked  in  that  pay  period.  However,  using  this  method 
may  result  in  charging  the  grant  for  leave  taken  in  excess  of  the 
amount  earned  while  working  on   the  federal   project. 

Office  of  Management  and  Budget  Circular  A-87  identifies 
allowable  costs  which  may  be  charged  against  federal  grants.  It 
states  employee  benefits  such  as  annual  leave,  sick  leave,  and 
holidays  are  allowable  to  the  extent  the  cost  is  equitably  allocated 
to  all   related  activities   including   grant   programs. 
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The  department  could  more  equitably  charge  these  benefits  to 
projects  for  reimbursement  by  applying  a  factor  to  direct  salaries. 
This  factor  would  include  benefit  expenses  in  the  payroll  expenses 
charged  to  each  project.  Use  of  a  factor  would  enable  the  depart- 
ment to  equitably  charge  federal  grants  for  leave  benefits  earned 
while  working  on  those  grants.  Another  method  the  department 
could  use  would  be  to  include  leave  benefits  in  its  indirect  cost 
base. 

RECOMMENDATION   #8 

WF  RECOMMEND  THE  DEPARTMENT  REVISE  ITS  PROCEDURES 
TO  CHARGE  FEDERAL  GRANTS  FOR  LEAVE  BENEFITS 
EARNED    BY    EMPLOYFES   WHILE   WORKING   ON    GRANTS. 

INTERNAL  CONTROL 

We  have  examined  the  financial  schedules  of  the  Department  of 
Natural  Resources  and  Conservation  for  the  two  fiscal  years  ended 
June  30,  1984.  We  issued  our  opinion  dated  September  26,  1984  on 
these  schedules.  As  part  of  our  examination,  we  made  a  study 
and  evaluation  of  the  department's  system  of  control.  Our  study 
evaluated  the  system  as  required  by  generally  accepted  govern- 
mental auditing  standards  for  financial  and  compliance  audits.  We 
classified  the  controls  in  the  following  categories:  (1)  revenue; 
(2)  payroll;  (3)  expenditures/payables;  (4)  cash;  (5)  long-term 
debt;  (6)  plant,  property,  and  equipment;  and  (7)  accounts 
receivable. 

We  evaluated  controls  over  revenue,  payroll,  and  expendi- 
tures/payables. Through  our  study,  we  determined  the  nature, 
timing,  and  extent  of  our  audit  procedures.  We  applied  alternative 
audit  tests  to  accounts  receivable,  cash,  long-term  debt,  and 
plant,  property,  and  equipment  because  the  audit  could  be  per- 
formed more  efficiently  by  expanding  substantive  audit  work.  We 
did  not  evaluate  the  control  system  to  the  extent  necessary  to  give 
an  opinion  on  either  individual   segments  or  the  system  as  a  whole. 
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The  management  of  the  Department  of  Natural  Resources  and 
Conservation  is  responsible  for  establishing  and  maintaining  a 
system  of  accounting  control.  In  fulfilling  this  responsibility, 
estimates  and  judgments  by  management  are  required  to  assess  the 
expected  benefits  and  related  costs  of  control  procedures.  The 
objectives  of  a  system  are  to  provide  management  with  reasonable 
assurance  that:  (1)  assets  are  safeguarded  agninst  loss  from 
unauthorized  use  or  disposition;  (?)  transactions  are  executed  in 
accordance  with  management's  authorization;  and  (3)  transactions 
are  recorded  properly  to  permit  the  preparation  of  financial  sched- 
ules in  accordance  with  state  accounting  policies.  Inherent  limita- 
tions in  any  system  of  controls  may  cause  errors  or  irregularities 
to  remain  undetected.  The  current  system  evaluation  should  not 
be  used  to  project  to  future  periods  since  the  procedures  may 
become   inadequate  or  compliance  with   them  may  deteriorate. 

The  limited  purpose  of  our  study  described  in  the  first 
paragraph  would  not  necessarily  disclose  all  material  weaknesses  in 
the  system.  Accordingly,  we  do  not  express  an  opinion  on  the 
system  of  controls  used  by  the  Department  of  Natural  Resources 
and  Conservation. 

The  preceding  four  paragraphs  arc  intended  solely  for  the 
use  of  management  and  the  Legislature  and  should  not  be  used  for 
any  other  purpose.  This  restriction  as  to  use  is  not  intended  to 
limit  the  distribution  of  this  document  which,  upon  presentation  to 
the   Legislative  Audit  Committee,    is  a  matter  of  public   record. 

PRIOR  AUDIT    RECOMMENDATIONS 

The  previous  audit  contained  eighteen  recommendations  still 
applicable  to  the  department.  The  department  has  implemented 
nine  of  these  recommendations,  partially  implemented  six,  and  has 
not   implemented   three. 

The  recommendations  that  the  department  has  not  taken 
adequate  corrective  action  for  concern  accounts  receivable  (page  2) 
and  the  administration  of  the  water  project  program   (page  4). 
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The   Legislative  Audit   Committee 
of  the  Montana   State   Legislature: 

We    have   examined    the   Schedule   of   Changes    in    Fund    Balance; 
the    Schedule    of    Revenue  -  Estimate    and    Actual;     the    Schedule    of 
Expenditures   -   Budget  and  Actual;    the  Schedule  of  Expenditures   - 
All    Funds;     and    the    Schedule    of    Federal     Grant     Receipts    of    the 
Department    of    Natural     Resources    and    Conservation     for    the    two 
fiscal    years   ending   June  30,    1983    and    1984;    and    the   accompanying 
Schedules    of    Long-term    Obligations    and    Long-term    Receivables    of 
the   Department  of  Natural    Resources  and   Conservation  as  of  June  30, 
1984.       Our    examination     was     made     in    accordance    with    generally 
accepted  governmental   auditing   standards  and,    accordingly,    included 
such     tests     of     the     accounting     records     and     such     other    auditing 
procedures  as   we  considered   necessary   in   the  circumstances. 

As  described  in  Note  1  to  the  financial  schedules,  the  depart- 
ment's financial  schedules  are  prepared  in  accordance  with  state 
accounting  policy.  Accordingly,  the  accompanying  financial  sched- 
ules arc  not  intended  to  present  financial  position  and  results  of 
operations  in  conformity  with  generally  accepted  accounting  princi- 
ples. 

The  department  improperly  accounted  for  long-term  obligations 
owed  to  the  federal  government  in  the  Special  Revenue  Fund 
rather  than  the  Long-Term  Debt  Account  Croup.  As  a  result, 
ending  fund  balance  at  June  30,  1984  is  understated  by  $1,325,097 
in   the  Special    Revenue   Fund. 

The  department  did  not  utilize  revenue  classifications  in 
accordance    with    state    accounting    policy.       The    dollar    amount    and 
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fund     involved     in     the     resulting     misstatements     are     described     in 
Note   5. 

In  our  opinion,  except  for  the  effect  of  the  items  discussed  in 
paragraphs  three  and  four,  the  Schedule  of  Changes  in  Fund 
Balance  of  the  General,  Special  Revenue,  and  Debt  Service  Funds; 
the  Schedule  of  Revenue  -  Estimate  and  Actual  of  the  General, 
Special  Revenue,  and  Debt  Service  Funds;  the  Schedule  of  Expendi- 
tures -  Budget  and  Actual  of  the  General,  Special  Revenue,  and 
Debt  Service  Funds;  the  Schedule  of  Expenditures  -  All  Funds; 
and  the  Schedule  of  Federal  Grant  Receipts  present  fairly  the 
results  of  operations  and  the  changes  in  fund  balances  of  such 
funds  of  the  Department  of  Natural  Resources  and  Conservation  for 
the  two  fiscal  years  ending  June  30,  1983  and  1984  and  the  Schedule 
of  Long-Term  Obligations  and  the  Schedule  of  Long-Term  Receiv- 
ables present  fairly  the  financial  position  as  of  June  30,  1984  in 
conformity  with  the  basis  of  accounting  described  in  Note  1 , 
applied  on  e  consistent  basis. 


Respectfully  submitted 


James   H.    Gillett,    CPA 
Deputv   Legislative  Auditor 


September  26,    1984 
Approved: 

Robert   R.    Ringwood 
Legislative  Auditor 
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DEPARTMENT  OF  NATURAL  RESOURCES  AND  CONSERVATION 

SCHEDULE  OF  CHANGES  IN  FUND  BALANCE 

FOR  THE  TWO  FISCAL  YEARS  ENDING  JUNE  30,  1984 


FUND  BALANCE  -  July   1,  1982 

ADDITIONS: 
Fiscal  Year  1983 

Revenue 

Non-Budgeted  Revenue 

Prior  Year  Revenue  Adjustments 

Prior  Year  Income  Adjustments 

Support  from  State  of  Montana 

Direct  Entry  to  Fund  Balance 

Transfer  from  Consolidated  Entity 
Fiscal  Year  1984 

Revenue 

Budgeted  Transfers  In 

Non-Budgeted  Revenue 

Prior  Year  Revenue  Adjustments 

Support  from  State  of  Montana 

Transfer  from  Consolidated  Entity 
Total  Additions 

REDUCTIONS: 
Fiscal  Year  1983 
Expenditures 

Non-Budgeted  Transfers  Out 
Prior  Year  Expenditures 
Prior  Year  Expenditure  Adjustments 
Prior  Year  Withdrawal  Adjustment 
Non-Budgeted  Prior  Year  Expenditure  Adjustment 
Prior  Year  Withdrawals 
Fiscal  Year  1984 
Expenditures 
Budgeted  Transfers  Out 
Non-Budgeted  Transfers  Out 
Non-Budgeted  Expenditures 
Prior  Year  Expenditure  Adjustments 
Non-Budgeted  Prior  Year  Expenditure  Adjustment 
Direct  Entries  to  Fund  Balance 
Total  Reductions 

FUND  BALANCE,  June  30,  1984 


General  Fund 


-0- 


$   254,992 

52,217 

6,259 

3,869,139 


b) 


50,268 


8,724 
4,289,171 

8,530,770 


4,175,431 
7,175 

4,318,632 

29,532 
8,530,770 

i       -o- 


c) 


Special  Revenue  Fund 
$  7,096,538 

$6,175,500a) 

(22,834) 
5,539 


1,447,000 
1,632,927 

3,768,296 
1,576,213 

122,086 

4,754,060 
19,458,786 


7,563,335 


e) 


111,372 

838,310 

5 

(1,926,092) 

4,090 


8,266,468 
805,813 


f) 


(905,017) 
389,713 


581,200 
15,729,197 


$10,826,127 


h) 


Debt  Service  Fund 
$1,078,444 

2,611 

1,000,562 

2,611 

1,035,294 
2,041,078 

2,081,459 


770,400 
32,586 


2,884,445 
$  235,077 


These  schedules  are  compiled  from  the  Statewide  Budgeting  and  Accounting  System.   Additional  information  is  provided  in 
the  notes  to  the  financial  schedules  on  pages  24  through  27. 

a) 

This  represents  $1,979,587  of  revenue;  $2,033,211  of  budgeted  income;  $72,779  of  nonbudgeted  revenue;  $2,089,923  of 

..nonbudgeted  income. 

.This  represents  $20,082  of  revenue;  $234,519  of  nonbudgeted  revenue;  $391  of  nonbudgeted  income. 


d) 


This  represents  $29,049  of  revenue  and  $21,219  of  nonbudgeted  revenue. 


.This  represents  $2,238,128  of  revenue  and  $1,530,167  of  nonbudgeted  revenue. 
"This  represents  $9,242,553  of  expenditures;  $314,379  of  budgeted  withdrawals;  ($1,993,597)  of  nonbudgeted  expenditures. 
.This  represents  $9,066,623  of  expenditures  and  ($800,155)  of  nonbudgeted  expenditures. 

.This  represents  a  correction  from  prior  years  relating  to  the  recording  of  loan  activity  in  compliance  with  state  policy, 
This  represents  residual  equity  transfers  and  corrections  to  beginning  1984  fund  balance  for  accruals  and  deferrals. 
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DEPARTMENT  OF  NATURAL  RESOURCES  AND  CONSERVATION 

SCHEDULE  OF  REVENUE  -  ESTIMATE  AND  ACTUAL 

FOR  THE  FISCAL  YEAR  ENDED  JUNE  30,  1984 


General  Fund 
Estimated  Revenue 
Actual  Revenue 
Co] lections  Under (Over)  Estimate 


Special  Revenue  Fund 
Estimated  Revenue 
Actual  Revenue 
Collections  Under(Over)  Estimate 


Licenses 
&  Permits 


-0- 


10 


$    (10) 


$80,000 

59,371 

$20,629 


Sales  of 

Documents, 

Service 

Merchandise, 

Fees 

&  Property 

Miscellaneous 

Reimbursements 

$   -0- 

$  -0- 

$  -0- 

$  20,400 

2,420 

756 

496 

41,963 

$  (2,420) 

$(756) 

$(496) 

$(21,563) 

$465,500 

$  -0- 

$  -0- 

$677,400 

348,989 

445 

342 

534,008 

$116,511 

$(445) 

$(342) 

$143,392 

General  Fund 
Estimated  Revenue 
Actual  Revenue 
Collections  Under(Over)  Estimate 


Special  Revenue  Fund 
Estimated  Revenue 
Actual  Revenue 
Collections  Under(Over)  Estimate 


Debt  Service  Fund 
Estimated  Revenue 
Actual  Revenue 
Collections  Under (Over)  Estimate 


Rentals, 

Grants,  Gifts 

Income 

Leases,  & 

Investment 

Bequests, 

Collections 

Federal 

Royalties 

Taxes 

Earnings 

&  Donations 

&  Transfers 

Assistance 

Total 

$  1,000 

$ 

21,400 

4,623 

50,268 

$(3,623) 

$ 

(28,868; 

$  1,000 

$176,746 

$   86,780 

$474,600 

$3,733,000 

$1,840,432 

$7; 

,535,458 

1,750 

176,753 

230,173 

304,398 

1,300,000 

812,067 

3 

,768,296 

$   (750) 

$     (7) 

$(143,393) 

$170,202 

$2,433,000* 

$1,028,365 

$3: 

,767,162 

$  -0- 

$ 

-0- 

2,611 

2,611 

$  (2,611) 

$ 

(2,611: 

*  This  excludes  $1,576,213  of  budgeted-transf ers  in  which  is  shown  on  the  schedule  of  changes  in  fund  balance. 

These  schedules  are  compiled  from  the  Statewide  Budgeting  and  Accounting  System.   Additional  information  is  provided  in  the 
notes  to  the  financial  schedules  on  pages  24  through  27. 
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DEPARTMENT  OF  NATURAL  RESOURCES  AND  CONSERVATION 


General  Fund 
Estimated  Revenue 
Actual  Revenue 
Collections  Under (Over)  Estimate 


Special  Revenue  Fund 
Estimated  Revenue 
Actual  Revenue 
Collections  Under(Over)  Estimate 


SCHEDULE 
FOR  THE 

OF  REVENUE  -  ESTIMATE 
FISCAL  YEAR  ENDED  JUNE 

AND 
30, 

ACTUAL 
,  1983 

Licenses 
&  Permits 

Service 
Fees 

Sales  of 
Documents, 
Merchandise, 
&  Property 

Reimbursements 

Rentals, 

Leases , 

Royalties 

$   -0- 

2,213 
$  (2,213) 

$  -0- 
147 
$(147) 

$   22,356 
247,704 
$(225,348) 

$  1,000 
1,782 
$   (782) 

$75,000 

43,521 

$31,479 

$845,000 

663,903 

$181,097 

$  -0- 
117 
$(117) 

$  294,854 

291,190 

$   3,664 

$  1,000 
3,709 
$(2,709) 

General  Fund 
Estimated  Revenue 
Actual  Revenue 
Collections  Under(Over)  Estimate 


Special  Revenue  Fund 
Estimated  Revenue 
Actual  Revenue 
Collections  Under(Over)  Estimate 


Debt  Service  Fund 
Estimated  Revenue 
Actual  Revenue 
Collections  Under (Over)  Estimate 


Taxes 

Investment 
Earnings 

$100,000 

125,087 

$(25,087) 

Grants,  Gifts 

Bequests, 

&  Donations 

$350,000 

191,080 

$158,920 

Income 
Collections 
&  Transfers 

$     -0- 

3,146 
$    (3,146) 

Federal 
Assistance 

$749,584 

394,053 

$355,531 

$ 
$ 

Total 

23,356 

254,992 

(231,636) 

$  200,000 
342,490 
$(142,490) 

$  1,571,782 

4,120,351* 
$(2,548,569) 

$  4,187,220 
6,175,501 
$(1,988,281) 

$  -0- 

2,611 
$  (2,611) 

$ 
$ 

-0- 
2,611 
(2,611) 

*This  includes  $2,082,930  of  nonbudgeted  income  which  was  recorded  in  the  Bond  Proceeds  and  Insurance  Clearance  Fund  under  the 
old  treasury  fund  structure. 

These  schedules  are  compiled  from  the  Statewide  Budgeting  and  Accounting  System.   Additional  information  is  provided  in  the 
notes  to  the  financial  schedules  on  pages  24  through  27. 
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DEPARTMENT  OF  NATURAL  RESOURCES  AND  CONSERVATION 


GENERAL  FUND 
Budget 
Actual 
Personal  Services 
Operating  Expenses 
Equipment 

Total  Actual 

Unspent  Budget  Authority 


SPECIAL  REVENUE  FUND 

Budget 

Actual 
Personal  Services 
Operating  Expenses 
Equipment 
Capital  Outlay 
Local  Assistance 
Grants 

Total  Actual 

Unspent  Budget  Authority 


SCHEDULE 

OF  EXPENDITURES  - 

BUDGET  AND  ACTUAL 

FOR 

FISCAL  YEAR  ENDED 

JUNE  30,  1984 

Water 

Centralized 

Oil  and  Gas 

Conservation 

Resources 

**Energy 

Services 

Regulation 

Districts 

and  Planning 

Planning 

Total 

$1,131,187 

$  2,818,703 

$   591,750 

$  4,541,640 

813,823 

1,958,304 

394,057 

3,166,184 

251,824 

678,537 

152,152 

1,082,513 

3,584 

66,179 

170 

69,933 

1,069,231 

2,703,020 

546,379 

4,318,630 

$   61,956 

$    115,683 

$   45,371 

$   223,010 

$  372,920 

$970,088 

$775,149 

$10,352,226 

$6,667,274 

$19,137,657 

280,410 

519,561 

107,878 

1,069,138 

653,782 

2,630,769 

66,624 

203,929 

106,655 

949,625 

621,485 

1,948,318 

38,156 

6,224 
99,071 

23,886 
60,000 

2,380 

70,646 
60,000 
99,071 

183,067 
502,895 

1,169,680 
3,272,329 

2,104,917 
3,382,564 

3,457,664 

347,034 

761,646 

8,266,468 

$   25,886 

$208,442 

$272,254 

$  7,079,897 

$3,284,710 

$10,871,189 

DEBT  SERVICE  FUNDS 
Budget 
Actual 
Debt  Service 
Total  Actual 

Unspent  Budget  Authority 


-0- 


32,586 


32,586 


(32,586) 


-0- 


32,586 


32,586 


$   (32,586) 


DEPARTMENT  TOTAL 
Budget 
Actual 

Personal  Services 

Operating  Expenses 

Equipment 

Capital  Outlay 

Local  Assistance 

Grants 

Debt  Service 
Total  Actual 

Unspent  Budget  Authority 


$1,504,107 

1,094,233 

318,448 

3,584 


1,416,265 
$ 87,842 


$970,088 

519,561 

203,929 

38,156 


761,646 
$208,442 


$775,149 

107,878 

106,655 

6,224 

99,071 
183,067 

502,895 

$272,254 


$13,170,929 

3,027,442 

1,628,162 

90,065 

60,000 

1,169,680 

32,586 

6,007,935 

$  7,162,994 


$7,259,024 

1,047,839 

773,637 

2,550 


2,104,917 

3,928,943 

$3,330,081 


$23,679,297 

5,796,953 

3,030,831 

140,579 

60,000 

99,071 

3,457,664 

32,586 

12,617,684 

$11,061,613 


*  An  appropriation  is  not  required  in  the  Debt  Service  Fund. 

**The  Facility  Siting  program  was  merged  into  Energy  Planning  beginning  fiscal  year  1983-84. 

These  schedules  are  compiled  from  the  Statewide  Budgeting  and  Accounting  System.   Additional  information  is  provided  in  the  notes 
to  the  financial  schedules  on  pages  24  through  27. 
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DEPARTMENT  OF  NATURAL  RESOURCES  AND  CONSERVATION 


GENERAL  FUND 
Budget 
Actual 
Personal  Services 
Operating  Expenses 
Equipment 
Grants 

Total  Actual 

Unspent  Budget  Authority 

SPECIAL  REVENUE  FUND 
Budget 
Actual 
Personal  Services 
Operating  Expenses 
Equipment 
Capital  Outlay 
Grants 
Transfers 

Total  Actual 

Unspent  Budget  Authority 

DEBT  SERVICE  FUNDS 
Budget 
Actual 
Transfers 
Debt  Service 
Total  Actual 

Unspent  Budget  Authority 

DEPARTMENT  TOTAL 
Budget 
Actual 

Personal  Services 

Operating  Expenses 

Equipment 

Capital  Outlay 

Grants 

Transfers 

Debt  Service 
Total  Actual 

Unspent  Budget  Authority 


SCHEDULE  OF  EXPENDITURES  -  BUDGET 

AND  ACTUAL 

FOR  FISCAL 

YEAR  ENDED  JUNE 

30,  1983 

Water 

Centralized 

Oil  &  Gas 

Conservation 

Resources 

Energy 

Facility 

Services 

Regulation 

Districts 

1 

i   Planning 

Planning 

**  Siting 

Total 

$1,206,917 

$ 

2,642,116 

$   423,616 

$   246,952 

$  4,519,601 

799,954 

1,702,436 

240,966 

142,117 

2,885,473 

331,564 

531,563 

89,310 

60,497 

1,012,934 

3,005 

58,478 

186,000 

2,478,477 

24,844 

4,695 

91,022 
186,000 

1,134,523 

355,120 

207,309 

4,175,429 

$   72,394 

$799,012 

$826,916 

$ 

163,639 

$   68,496 

$   39,643 

$   344,172 

$   553,098 

$ 

6,894,400 

$3,995,724 

$1,518,582 

$14,587,732 

285,798 

479,262 

91,364 

1,435,654 

485,271 

276,128 

3,053,477 

168,226 

179,743 

72,231 

1,252,845 

651,497 

606,045 

2,930,587 

22,209 

34,447 

42,824 
165,318 

2,155 

253 

55,000 

101,888 
220,318 

153,650 

633,993 

130,588 

3,661,222 

338,832 

1,126,475 
130,588 

476,233 

693,452 

317,245 

1,477,755 

937,426 

7,563,333 

$   76,865 

$105,560 

$509,671 

$ 

3,233,178 

$2,517,969 

$  581,156 

$  7,024,399 

$ 

-0-  * 

$     -0- 

2,078,603 

2,078,603 

2,856 

2,856 

2,081,459 

2,081,459 

$799,012 

$826,916 

$(2,081,459) 

$4,419,340 

$1,765,534 

$(2,081,459) 

$1,760,015 

$ 

9,536,516 

$19,107,333 

1,085,752 

479,262 

91,364 

3,138,090 

726,237 

418,245 

5,938,950 

499,790 

179,743 

72,231 

1,784,408 

740,807 

666,542 

3,943,521 

25,214 

34,447 

101,302 
165,318 

26,999 

4,948 
55,000 

192,910 
220,318 

153,650 

819,993 

2,209,191 

2,856 

8,221,158 

338,832 

1,312,475 

2,209,191 

2,856 

1,610,756 

693,452 

317,245 

1,832,875 

1,144,735 

13,820,221 

$   149,259 

$105,560 

$509,671 

$ 

1,315,358 

$2,586,465 

$  620,799 

$  5,287,112 

*  An  appropriation  is  not  required  in  the  Debt  Service  Fund. 

**The  Facility  Siting  program  was  merged  into  Energy  Planning  beginning  fiscal  year  1983-84. 

These  schedules  are  compiled  from  the  Statewide  Budgeting  and  Accounting  System.   Additional  information  is  provided  in  the  notes  to 
the  financial  schedules  on  pages  24  through  27. 
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DEPARTMENT  OF  NATURAL  RESOURCES  AND  CONSERVATION 


SCHEDULE  OF  EXPENDITURES  -  ALL  FUNDS 

FOR 

FISCAL  YEAR  ENDED 

JUNE  30,  1984 

Water 

Centralized 

Oil  and  Gas 

Conservation 

Resources 

*F.nergy 

Services 

Regulation 

Districts 

and  Planning 

Planning 

Total 

PERSONAL  SERVICES 

Salaries 

$   917,039 

$427,807 

$  89,528 

$2,509,837 

$   872,784 

$  4,816,995 

Other  Compensation 

1,463 

6,500 

650 

5,495 

275 

14,383 

Employee  Benefits 

175,731 

85,254 

17,700 

512,110 

174,780 

965,575 

Total  Personal  Services 

1,094,233 

519,561 

107,878 

3,027,442 

1,047,839 

5,796,953 

OPERATING  EXPENSES 

Contracted  Services 

95,828 

87,262 

71,569 

969,686 

456,365 

1,680,710 

Supplies  &  Materials 

10,931 

18,552 

808 

109,042 

39,671 

179,004 

Communications 

24,123 

31,735 

4,443 

118,214 

61,523 

240,038 

Travel 

16,151 

24,875 

21,447 

150,952 

84,177 

297,602 

Rent 

140,970 

20,401 

6,447 

176,549 

114,545 

458,912 

Utilities 

20,137 

6,480 

3,098 

29,715 

Repair  &  Maintenance 

5,362 

10,262 

156 

37,591 

9,423 

62,794 

Other  Expenses 

4,946 

4,362 

1,785 

63,030 

7,933 

82,056 

Total  Operating  Expenses 

318,448 

203,929 

106,655 

1,628,162 

773,637 

3,030,831 

EQUIPMENT 

Equipment 

3,584 

38,156 

6,224 

90,065 

2,550 

140,579 

Total  Equipment 

3,584 

38,156 

6,224 

90,065 

2,550 

140,579 

CAPITAL  OUTLAY 
Land  and  Interest  in  Land 
Total  Capital  Outlay 

LOCAL  ASSISTANCE 
From  State  Sources 

Total  Local  Assistance 

GRANTS 
From  State  Sources 
From  Federal  Sources 
Total  Grants 

DEBT  SERVICE 
Bonds 

Total  Bonds 

TOTAL  PROGRAM  EXPENDITURES 


$1,416,265 


$761,646 


99,071 
99,071 


183,067 


183,067 


$502,895 


60,000 


60,000 


1,169,680 
1,169,680 

32,586 
32,586 

$6,007,935 


1,157,846 

947,071 

2,104,917 


$3,928,943 


60,000 


60,000 


99,071 


99,071 


2,510,593 

947,071 

3,457,664 


32,586 
32,586 


$12,617,684 


*The  Facility  Siting  program  was  merged  into  Energy  Planning  beginning  fiscal  year  1983-84. 

These  schedules  are  compiled  from  the  Statewide  Budgeting  and  Accounting  System.   Additional  information  is  provided  in  the  notes 
to  the  financial  schedules  on  pages  24  through  27. 
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DEPARTMENT  OF  NATURAL  RESOURCES  AND  CONSERVATION 

SCHEDULE  OF  EXPENDITURES  -  ALL  FUNDS 

FOR  FISCAL  YEAR  ENDED  JUNE  30,  1983 


Water 
Centralized   Oil  and  Gas  Conservation   Resources      Energy      *Facility 
Services    Regulation   Districts   and  Planning    Planning       Siting 


Total 


PERSONAL  SERVICES 
Salaries 

Other  Compensation 
Employee  Benefits 

Total  Personal  Services 


:   913,958 

925 

170,869 

1,085,752 


^399,098 

3,560 

76,604 

479,262 


76,017 

575 

14,772 

91,364 


$2,616,813 

7,568 

513,709 

3,138,090 


608,200 

225 

117,812 

726,237 


352,655 

388 

65,202 

418,245 


4,966,741 

13,241 

958,968 

5,938,950 


OPERATING  EXPENSES 
Contracted  Services 
Supplies  &  Materials 
Communications 
Travel 
Rent 

Utilities 

Repair  &  Maintenance 
Other  Expenses 

Total  Operating  Expenses 


293,145 

58,980 

93,259 

1,171,558 

550,637 

570,978 

2,738,557 

18,229 

15,456 

443 

86,432 

12,663 

4,624 

137,847 

26,088 

32,322 

4,803 

126,379 

52,624 

16,148 

258,364 

20,907 

27,798 

19,580 

134,410 

45,057 

36,850 

284,602 

114,178 

22,277 

6,447 

157,877 

68,209 

33,797 

402,785 

17,474 

6,111 

5,089 

100 

28,774 

4,725 

9,795 

64 

44,414 

6,555 

2,182 

67,735 

5,044 

7,004 

(52,365) 

58,249 

4,962 

1,963 

24,857 

499,790 


179,743 


72,231 


1,784,408 


740,807 


666,542 


3,943,521 


EQUIPMENT 
Equipment 

Total  Equipment 


25,214 


25,214 


34,447 
34,447 


101,302 
101,302 


26,999 


26,999 


4,948 


4,948 


192,910 


192,910 


CAPITAL  OUTLAY 
Land  and  Interest  in  Land 
Other  Improvements 
Total  Capital  Outlay 


165,318 
165,318 


55,000 


55,000 


55,000 
165,318 


220,318 


GRANTS 
From  State  Sources 
Total  Grants 

TRANSFERS 
Accounting  Entity  Transfers 
Total  Transfers 

DEBT  SERVICE 
Bonds 

Total  Bonds 

TOTAL  PROGRAM  EXPENDITURES 


$1,610,756 


$693,452 


153,650 
153,650 


$317,245 


819,993 
819,993 


2,209,191 
2,209,191 


2,856 
2,856 


1,221,158 


338,832 
338,832 


$1,832,875    $1,144,735 


1,312,475 
1,312,475 


2,209,191 
2,209,191 


2,856 
2,856 


$13,820,221 


*The  Facility  Siting  program  was  merged  into  Energy  Planning  beginning  fiscal  year  1983-84. 

These  schedules  are  compiled  from  the  Statewide  Budgeting  and  Accounting  System.   Additional  information  is  provided  in  the  notes 
to  the  financial  schedules  on  pages  24  through  27. 
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DEPARTMENT  OF  NATURAL  RESOURCES  AND  CONSERVATION 

SCHEDULE  OF  LONG-TERM  OBLIGATIONS 

FISCAL  YEAR  ENDED  JUNE  30,  1984 


Water  Conservation  Revenue  Bonds: 

Little  Dry  Irrigation  $   44,406 

Southside  Canal  22,300 

Petrolia  Storage  47,151 

Sidney  Pumping  337,116 

Total  450,973 

Federal  Loans: 

Cooney  Dam  Rehabilitation  Project  1,287,597 

Broadwater  Hydroelectric  Project  37,500 

Total  1,325,097 

Total  Long-Term  Obligations  at  June  30,  1984  $1,776,070 


These  schedules  are  compiled  from  the  Statewide  Budgeting  and 
Accounting  System.  Additional  information  is  provided  in  the 
notes  to  the  financial  schedules  on  pages  24  through  27. 


DEPARTMENT  OF  NATURAL  RESOURCES  AND  CONSERVATION 

SCHEDULE  OF  LONG-TERM  RECEIVABLES 

FISCAL  YEAR  ENDED  JUNF  30,  1984 


LOANS  RECEIVABLE 

Water  Development  Loans  $   521,230 

Renewable  Energy  Loans  2,431,406 
Water  Users  Associations: 

Repayment  Contract  2,405,188 

Renewable  Resource  Development  Loans  102,594 

Rangeland  Loans  532,947 

Subtotal  5,993,365 

OTHER  RECEIVABLES 

Water  Users  Associations: 

Water  Purchase  Contract  2,595,893 

Little  Dry  Water  Users  44,405 

Petrolia  Water  Users  47,151 

Southside  Canal  Water  Users  22,300 

Sidney  Water  Users  337,1 16 

Subtotal  3,046,865 

TOTAL  $9,040,230 


These  schedules  are  compiled  from  the  Statewide  Budgeting  and 
Accounting  System.  Additional  information  is  provided  in  the 
notes  to  the  financial  schedules  on  pages  24  through  27. 
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DEPARTMENT   OF   NATURAL   RESOURCES  AND   CONSERVATION 

NOTES   TO   THE    FINANCIAL  SCHEDULES 

JUNE   30,    1983   AND   1984 

1.      SUMMARY   OF  SIGNIFICANT  ACCOUNTING    POLICIES 

The  Department  of  Natural  Resources  and  Conservation  was 
created  by  the  Legislature  with  the  Executive  Reorganization  Act 
of  1971.  The  department  operates  under  a  gubernatorially-appointed 
director  and  consists  of  the  following  programs:  centralized  ser- 
vices, oil  and  gas  regulation,  conservation  districts,  water  resources 
and  planning,  and  energy  planning.  The  following  is  a  summary 
of  the  significant  accounting   policies. 

A.       Basis  of  Presentation 

The  financial  schedules  are  prepared  from  the  Statewide 
Budgeting  and  Accounting  System  (SBAS)  without  adjustments. 
Accounts  are  organized  on  the  basis  of  funds  according  to  state 
law.  The  following  fund  types  and  account  groups  are  used  by 
the  Department  of  Natural   Resources  and   Conservation: 


General  Fund  -  accounts  for  all  financial  resources  except 
those   required   to  be  accounted   for  in  other  funds. 

Special  Revenue  Fund  -  accounts  for  the  proceeds  of  specific 
revenue  sources  that  are  legally  restricted  to  expenditure  for 
specified  purposes.  Legislative  appropriation  is  required  to 
spend   from  this   fund. 

Debt  Service   Fund  -  accounts  for  the  accumulation  of  resources 
for,   and  the  payment  of,   general   long-term  debt  principal  and 
interest. 

Agency  Fund  -  accounts  for  assets  held  by  the  department  as 
an  agent  for  individuals,  private  organizations,  other  govern- 
mental units,  and/or  other  funds.  A  legislative  appropriation 
is  not  required   to  spend  from  this  fund. 

General  Fixed  Asset  Group  of  Accounts  -  to  account  for  fixed 
assets  purchased  by  the  department.  These  funds  corre- 
spond to  amounts  recorded  in  the  Property  Accountability  and 
Management  System    (PAMS)    within   SBAS. 


24 


General     Long-Term    Debt    Croup    of    Accounts   -    accounts    for 
the  unmatured   principal   of  general    long-term  debt. 


B  .       Basis  of  Accounting 

The  state  of  Montana  utilizes  the  modified  accrual  basis  of 
accounting  which  is  described  in  the  Montana  Operations  Manual. 
Under  the  modified  accrual  basis  of  accounting,  a  valid  obligation 
exists  when  the  associated  liability  is  incurred  except  for  the 
following  items  which  are  also  considered  valid  obligations  under 
state  accounting   policy: 


-If  the  appropriation  provided  funds  to  complete  a  given 
project,  the  entire  amount  of  a  service  contract  may  be 
accrued  even  though  the  services  are  rendered  in  fiscal  years 
subsequent  to  the  fiscal  year  in  which  the  expenditure  is 
accrued. 

-The  anticipated  cost  of  equipment  is  expensed  in  the  fiscal 
year  in  which  budgeted. 

-Goods  ordered,  but  not  received  as  of  the  fiscal  year-end, 
may  be  accrued  if  the  purchase  order  was  issued  in  the  fiscal 
year   in  which  the  anticipated  expenditure  is  to  be  accrued. 

-Obligations  for  employees'  vested  annual  leave  and  sick  leave 
are   recorded  as  expenditures  when   paid. 


C.       Vacation  and  Sick   Leave 

Employees  at  the  department  accumulate  both  vacation  and 
sick  leave.  Employees  are  paid  for  100  percent  of  unused  vacation 
and  25  percent  of  unused  sick  leave  credits  upon  termination. 
Accumulated  unpaid  liabilities  for  vacation  and  sick  leave  are  not 
reflected  in  the  financial  schedules  of  the  Department  of  Natural 
Resources  and  Conservation.  Expenditures  for  termination  pay 
currently  are  absorbed  in  the  annual  operational  costs  of  the 
department.  At  June  30,  1984  the  department  has  a  predicted 
liability  of  $345,527   for  vacation   leave  and   $166,716   for  sick   leave. 
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2.      PENSION    PLAN 

Employees  are  covered  by  the  Montana  Public  Employees' 
Retirement  System  (PERS).  The  department's  contributions  to  this 
plan   are.   shown   below: 


Fiscal  Year  Fiscal   Year 

1982-83  1983-84 

PERS  $308,825  $306,873 


3.  GENERAL   FUND   BALANCE 

The  General  Fund  beginning  and  ending  fund  balance  at  the 
Department  of  Natural  Resources  and  Conservation  is  zero  since 
any  balance  in  the  fund  is  owed  to  the  state  General  Fund  at  fiscal 
year-end. 

4.  GENERAL   FIXED  ASSETS 

The  department  records  assets  on  the  state's  Property  and 
Accountability  Management  System.  Fixed  asset  balances  excluding 
eguipment  at  June  30,  1981  and  the  changes  since  June  30,  1982 
follow: 


6/30/82  Net  Additions        6/30/84 

Balance  (Deletions)           Balance 

Land                                                      $        720,149  $        108,298        $        828,447 

Other   Improvements                        20,683,536  (1,233,983)         19,449,553 

Construction   in  Progress       -0-  1 ,708,503             1 ,708,503 

Total                                         $21,403,685  $        582,818        $21,986,503 
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5.      REVENUE   CLASSIFICATION 

The     department     did     not     utilize     revenue     classifications     in 
accordance        with        state        accounting        policy.  The        following 

over(under)statements  occurred: 


Fiscal   Year    1983      Fiscal  Year    1984 
Special   Revenue   Fund 
Revenue   Class: 
Federal  Assistance  $(191,080)  $(304,491) 

Grants,    Gifts,    Bequests, 
and   Donations  191,080  304,491 
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DEPARTMENT  OF  NATURAL  RESOURCES  AND  CONSERVATION 

SCHEDULE  OF  FEDERAL  GRANT  RECEIPTS 

FOR  THE  TWO  FISCAL  YEARS  ENDING  JUNE  30,  1984 


Grant  Name 

United  States  Department  of  Energy 

Renewable  Energy  Viability 

Geothermal 

Energy  Extension  Service 

State  Energy  Conservation 
Base 
Supplemental 

Schools  and  Hospitals 

Schools  and  Hospitals 

Small  Scale  Hydro 

Appropriate  Technology 

Energy  Impact  Assistance 

Finance  Workshop 

Conservation 

WINB  -  Financing  Conference 
Environmental  Protection  Agency 

Flathead  River  Basin 

Water  Quality  Planning  Assistance 
FEMA 

State  Assistance  Program 
BPA 

Design  Electric  Energy  Conservation 

Technical  Assistance  to  Local 
Governments  and  Small  Consumers 

Institutional  Buildings 

Biomass  Energy  Development 

Residential  Standards 

Geothermal 
Department  of  Military  Affairs 

State  Assistance  Program 
Department  of  Interior 

-  Bureau  of  Reclamation 

Hiplex 

National  Water  User  Data  System 

GRAND  TOTAL 


Grant  Number 


Cash  Receipts   Cash  Receipts 

Fiscal  Year    Fiscal  Year 

1982-83        1983-84 


DE-FG48-80R803450 

$   -0- 

$  29, 

,328 

DE-FC07-791D12014 

31, 

,585 

6, 

,407 

DEFG-4880-CS69108 

74, 

,796 

62, 

,581 

79R800185 

130, 

,344 

30 

,584 

79R800104 

10, 

,800 

DE-FG-48-79R800253 

12, 

,058 

33 

,834 

DE-FG-48-80R807209 

13, 

,359 

50 

,606 

DEFG48-80R807018 

13, 
1, 

,410 
,900 

DEFG-48-81R803066 

14 

,000 

DEFG-48-83R803075 

11: 

,343 

79R800-185 

135 

,180 

767 

R008222-01 

80 

,501 

3 

,572 

10088-6053-1 

21, 

,202 

9 

,067 

EMW-K-0220 

30 

,492 

4 

,860 

DE-FG79-81BP32232 

1, 

,720 

DE-FG-7982BP34627 

137, 

,090 

250 

,000 

DE-MS79-83BP90975 

96, 

,552 

DE-FG-82BP35776 

25, 

,913 

137 

,560 

DE-AI79-83BP13482 

37, 

,643 

84-06-02 

27, 

,838 

EMD-K-0080 

19, 

,992 

14, 

,017 

V0175 

17, 

,470 

18, 
$974, 

,567 

$622 

,632* 

,306* 

*This  schedule  is  prepared  recording  receipts  on  the  cash  basis.   Accordingly,  it  does 
not  include  revenue  accruals.   The  schedule  includes  federal  indirect  cost  reimbursements 
and  amounts  classified  as  reimbursement  revenue.   Therefore,  the  totals  on  the  schedule 
do  not  agree  to  amounts  included  in  the  financial  schedules  as  federal  assistance. 


28 


AGENCY    RESPONSES 


DEPARTMENT  OF  NATURAL  RESOURCES 
AND  CONSERVATION 

CENTRALIZED  SERVICES  DIVISION 


TED  SCHWINDF.N.  GOVERNOR 


STATE  OF  MONTANA 


(40b)  444  t>70() 


32  SOUTH  EWING 


HELENA,  MONTANA  59620 


November  26,  1984 


Mr.  James  Gillett 

Deputy  Legislative  Auditor 

Office  of  the  Legislative  Auditor 

Capitol  Station 

Helena,  Montana   59620 

Dear    Jim: 


RFOF'VED 

NOV  2  6  1984 

MONTANA  LEGISLATIVE  AUDITOR 


As  you  requested,  I  am  enclosing  our  written 
comments  to  the  financial  audit  of  the  Department  of 
Natural  Resources  and  Conservation  for  the  two 
fiscal  years  ended  June  30,  1984. 

I  thank  you  and  your  staff  for  the  consideration 
our  comments  were  given  during  discussion  of  this 
report  and  for  the  courteous  and  professional  manner 
in  which  the  audit  was  conducted. 

Sincerely.. 


DIRECTORS   1 


Enclosure 
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DEPARTMENT  OF  NATURAL  RESOURCES  AND  CONSERVATION 
COMMENTS  ON  THE  LEGISLATIVE  AUDIT 
FINDINGS  AND  RECOMMENDATIONS 

Following  are  the  responses  of  the  Department  of  Natural 
Resources  and  Conservation  to  findings  and  recommendations 
presented  in  the  Financial  Audit  Report  for  the  two  fiscal 
years  ended  June  30,  1984. 

RECOMMENDATION  #1 


WE  RECOMMEND  THE  DEPARTMENT  UPDATE  THE  AUTOMATED  ACCOUNT 
RECEIVABLE  SYSTEM  TO  PRODUCE  REPORTS  WHICH  ELIMINATE  THE  NEED 
FOR  MANUAL  RECORDS. 
RESPONSE 

The  Department  concurs.   We  will  determine  the  appropriate 
system  to  use  and  if  funds  are  available,  the  Department  will 
update  the  current  system. 

RECOMMENDATION  #2 

WE  RECOMMEND  THE  DEPARTMENT  COMBINE  ACCOUNTING  FUNCTIONS  UNDER 

THE  CENTRALIZED  SERVICES  DIVISION. 

RESPONSE 

The  Director  has  assigned  the  Deputy  Director  to  review 
the  functions  of  the  Centralized  Services  Division  and  the 
Water  Resources  Division  and  make  a  recommendation  by 
February  15,  1985,  as  how  best  to  correct  the  problems 
identified  in  the  audit.   The  Deputy  Director  will  review 
methods  to  improve  communication  between  the  divisions  and 
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whether  the  accounting  functions  should  remain  in  the  Water 
Resources  Division. 

RECOMMENDATION  #3 

WE  RECOMMEND  THE  DEPARTMENT  ENSURE  WATER  CONTRACT  PAYMENTS 

ARE  MADE  TO  FHA  ON  TIME. 

RESPONSE 

The  Department  concurs.  The  Department  has  been  taking 
actions  to  help  ensure  timely  payments.  We  will  continue  to 
take  every  appropriate  action  to  resolve  this  problem. 

RECOMMENDATION  #4 

WE  RECOMMEND  THE  DEPARTMENT  ACCOUNT  FOR  REVENUE  SOURCES  THAT 

ARE  RESTRICTED  TO  EXPENDITURES  FOR  SPECIFIED  PURPOSES  IN 

THE  SPECIAL  REVENUE  FUND. 

RESPONSE 

The  Department  concurs. 

RECOMMENDATION  #5 

WE  RECOMMEND  THE  DEPARTMENT: 

A.  RECORD  LONG-TERM  LIABILITIES  IN  A  LONG-TERM  DEBT  ACCOUNT 
GROUP. 

B.  COMPLY  WITH  THE  BOND  INDENTURE  BY  ESTABLISHING  AND 
ACCOUNTING  FOR  WATER  CONSERVATION  BOND  PRINCIPAL  AND 
INTEREST  PAYMENTS  IN  A  DEBT  SERVICE  FUND. 
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RESPONSE 

a.  The  Department  concurs  and  will  make  the  adjustments 
in  FY  85- 

b.  The  Department  concurs  and  will  make  the  adjustments 
in  FY  85- 

RECOMMENDATION  #6 

WE  RECOMMEND  THE: 

A.    DEPARTMENT  ESTABLISH  PROCEDURES  TO  FORECAST  CASH  NEEDS. 

RESPONSE 

a.   The  Department  concurs  and  has  started  implementation 
of  procedures  to  forecast  cash  needs. 

RECOMMENDATION  #7 

WE  RECOMMEND  THE  DEPARTMENT  COMPLY  WITH  STATE  LAW  AND  NOTIFY 

THE  SURPLUS  PROPERTY  BUREAU  OF  THE  POTENTIAL  DISPOSAL  OF 

ITEMS. 

RESPONSE 

The  Department  concurs. 

RECOMMENDATION  #8 

WE  RECOMMEND  THE  DEPARTMENT  REVISE  ITS  PROCEDURES  TO  CHARGE 

FEDERAL  GRANTS  FOR  LEAVE  BENEFITS  EARNED  BY  EMPLOYEES  WHILE 

WORKING  ON  GRANTS. 

RESPONSE 

The  Department  will  review  its  procedures  along  with 

recommended  alternatives  and  will  make  any  necessary  changes, 

based  on  its  review  and  discussion  with  the  federal  agencies 

involved . 
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DEPARTMENT  OF  ADMINISTRATION 

DIRECTOR'S  OFFICE 


TED  SCHWINDEN,  GOVERNOR 


MITCHELL  BUILDING 


STATE  OF  MONTANA 


(406)  444-2032 


November  16,  1984 


.lanes  H.  Gillett,  Deputy  Legislative  Auditor 
Office  of  the  hegi si ntive  Auditor 
State  Capitol 
Helena,  MT   596?0 


HELENA.  MONTANA  59620 


RECEIVED 

NOV  16  1984 

MONTANA  LEGISLATIVE  AUDITOR 


Dear   J  im : 

Tn  accordance  with  your  request,  wo  submit  our  response  to  the  recommen- 
dation included  in  the  audit  report  on  the  Department  of  Natural 
Resources  and  Conservation. 

RECOMMEND AT TON  #6 

R.    We  recommend  the  Department  of  Administration  process  interentitv 
loans  in  accordance  with  the  criteria  specified  in.  Section 
1 7-°-l 07 ,  MCA. 

Response 

Tn  addition  to  setting  forth  restrictions  on  the  approval  and  carryover 
of  interentity  loans,  Section  17-7-107,  MCA,  specifics!1','  allows 
entities  to  have  a  negative  cash  balance  at  anv  point  during  the  year. 
This  section  also  says,  "No  accounting  entity  mav  have  a  negative  cash 
balance  at  fiscal  vear-end." 

During  the  "ear-end  adjustment  period,  the  Accounting  Division  reviews 
entities  for  compliance  with  this  section  and,  if  an  entity's  cash 
balance  is.  negative,  requires  the  agency  administering  the  entity  to 
record  the  appropriate  transaction,  thereby  making  the  cash  balance  zero 
or  positive  at  post-closing.   In  most  cases,  the  "appropriate" 
transaction  recorded  to  correct  a  negative  cash  balance  is  an 
interentitv  'loan.   That  is,  if  cash  is  negative  and  there  has  been  no 
accounting  error,  In  effect,  a  loan  has  already  been  made  from  other 
monies  within  the  State  Treasury.   Reporting  a  loan  rather  than  negative 
cash,  reflects  the  true  financial  position  of  the  accounting  entity  in 
the  State's  accounting  records. 
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\'p   are   reviewing  u,rw  to  reconcilo  this  apparent  conflict  within  Section 
17— f!— 107,  mca,  which  prohibits  o  negative  cash  halance  at  vr.nr-md  hut 
does  not  provide  rnr    the  establishment  and  rarrvovar  of  an  interentity 

loan. 

Sincprolv , 


tyoisv^  *h**^% 


Morris  Brusett 
director 

vB/KF/nc 
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